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OATH OR AFFIRMATION

|, Dianne R. Staples, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statement and
supporting schedules pertaining to the firm of Pax Clearing Corporation, as of August 31, 2004, are true and correct. | further
swear (or affirm) that neither the company nor any partner, proprietor, pnnmpal officer or director has any proprietary interest in
any account classified solely as that of a customer.

OFFICIAL SEAL Unee
SAMANTHA S MAKIN . Signature

NOTARY PUBLIC - STATE OF fLLINOIS

~ MY COMMISSION EXPIRES:07/14/07 Chief Financial Officer
Title
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Statement of Financial Condition.

Statement of Income {Loss).

Statement of Changes in Cash Flows.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

Statement of Changes in Liabilities Subordmated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Hequnrements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

Statement of Segregation Requirements and Funds in Segregation for Customers Trading on U.S. Commodity
Exchanges.

Schedule of Segregation Requirements and Funds in Segregation for Customers’ Dealer Options Accounts.
Schedule of Secured Amounts and Funds Held in Separate Accounts for Foreign Futures and Foreign Options
Customers.

A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods
of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadequacies found to exist or found to have existed since the date of the previous
audit,

Independent Auditor's Report on Internal Control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Putlen

Certified Public Accouniants

Independent Auditor's Report

To the Board of Directors
Pax Clearing Corporation

We have audited the accompanying statement of financial condition of PaxClearing-Corporation as of August 31,
2004, that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934 and Regulation 1.16 under
the Commodity Exchange Act (CEAct). These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on the statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of PaxClearing Corporation as of August 31, 2004, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic statement of financial condition taken as
a whole. The information contained in Schedules | through Vil is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by rule 17a-5 under
the Securities Exchange Act of 1934 and the regulations under the CEAct. Such information has been subjected to
the auditing procedures applied in the audit of the basic statement of financial condition and, in our opinion, is fairy
stated in all material respects in relation to the basic financial statement taken as a whole.

%M//ﬂ%-c/ lerP

Chicago, lllinois
October 15, 2004

McGladrey & Pullen, LLP is 2 member fim of RSM International ~
an ffiliation of separate and independent legal entities.



Pax Clearing Corporation

Statement of Financial Condition
August 31, 2004

Assets

Cash

Securities borrowed

Securities purchased under agreements fo resell

Deposits with exchange clearing organizations

Investments in and receivables from brokers, dealers and clearing organizations

Receivables from customers

interest and dividends receivable

Securities owned - at market

Secured demand note receivable

Memberships and stock in exchange clearing organizations - at cost
(market value $8,441,000)

Furniture, equipment and leasehold improvements, net of
accumulated depreciation and amortization of $31,862,000

Other assets

Total assets
Liabilities and Stockholders' Equity

Securities loaned

Payables to brokers, dealers and clearing organizations
Payables to customers

Interest and dividends payable

Accounts payable and accrued expenses

Deferred income tax liability

Liabilities Subordinated to the Claims of-General-Creditors
Stockholders’ Equity

Preferred stock

Additional paid-in capital

Accumulated deficit

Total liabilities and stockholders’ equity

See notes to statement of financial condition.

$ 6,100,000
1,229,067,000
493,915,000
71,089,000
415,560,000
94,000
3,735,000
442,000
400,000

5,120,000

18,306,000
13,565,000

2,257,393:000

$ 1,393,875,000
544,226,000
135,083,000
7:693,000
7,270,000
1,855,000
2,089,982,000

95,726,000

850,000
84,362,000
{13,527,000)
71,685,000

_$ 2.257,393,000




Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies

Nature of business: Pax Clearing Corporation {The Company), a Delaware corporation, is a wholly owned subsidiary
of Pax Acquisition Corporation (the Parent), which in tum is a wholly owned subsidiary of Pax Holding Corporation.
The Company is the successor entity to Pax Clearing Company Limited Partnership, which was formed as a result of
a reorganization on September 1, 2000.

The Company is registered as a broker-dealer under the Securities Exchange Act of 1934 and as a futures
commission merchant with the Commodity Futures Trading Commission (CFTC). The Company’s primary business
operation is providing clearance, execution and financing services to broker-dealer and commodity customers. The
Company has offices in Chicago, New York, Philadelphia and San Francisco. The Company's principal operations
are located in Chicago, llincis.

Significant accounting policies are as follows:

Revenue recognition: The Company records purchases and sales of securities and the related commission revenues
and expenses on a trade date basis. For commodity futures and options transactions, commissions and related
expenses are recorded on a half-turn basis.

Resale and repurchase agreements: Transactions invalving purchases of securities under agreements to resell or
securities sold under agreements to repurchase are accounted for as collateralized financings except where the
Company does not have an agreement to sel! {or purchase) the same or substantially the same securities before
maturity at a fixed or determinable price. It is the policy of the Company to obtain possession of collateral with a
market value equal to or in excess of the principal amount loaned under resale agreements. Collateral is valued
daily, and the-Company may require counterparties to deposit additional collateral or retumn collateral pledged as
appropriate.

Securities owned: Securities owned are recorded at market value based on quoted market prices. The securities
inventory is comprised of equity securities.

Securities borrowed and loaned: Securities borrowed and loaned are recorded at the amount of cash collateral
advanced or received. Securities borrowed transactions require the-Company to deposit cash, letters of credit or
other collateral with the lender. With respect to securities loaned, the-Company receives collateral in the form of cash
or other collateral. The amount of collateral required to be received for securities loaned or deposited for securities
borrowed is an amount generally in excess of the market value of the applicable securities. The Company monitors
the market value of securities borrowed and loaned-daily. Additional coflateral is obtained or refunded as appropriate.

Collateral: The Company reports assets it has pledged as collateral in secured borrowing and other arrangements
when the secured party cannot sell or repledge the assets or the Company-can substitute collateral or otherwise
redeem it on short notice. The Company generally does not report assets received as collateral in secured lending
and other arrangements because the debtor typically has the right to redeem the-collateral on short notice.

Memberships and stock in exchange clearing organizations: -Exchange memberships are carried at cost and market
value is based on the last quoted-sale or the bid price if no-such sale has been consummated within a specified
period of time.



Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies (continued)

Impairment of iong-lived assets: The Company reviews for impairment all long-lived assets held or used by the
Company whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. In performing the review for recoverability, the Company estimates future cash flows expected to result
from the use of the asset and its eventual disposition.

Use of estimates: The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Income taxes: The Company is included in the consolidated federal and state income tax return filed by the Parent.
Federal income taxes are calculated as if the Company filed on a separate return basis, and the amount of current tax
or benefit calculated is either remitied to or received from the Parent. The amount of current and deferred taxes
payable or refundable is recognized as of the date of the financial statements, utilizing currently enacted tax laws and
rates. Deferred tax expenses or benefits are recognized in the financial statements for the changes in deferred tax
liabilities or assets between years.

Recent Accounting Pronouncement: The FASB has issued Statement No. 150, Accounting for-Certain Financial
Instruments with-Characteristics of Both Liabilities and-Equity. Statement No. 150 requires that certain freestanding
financial instruments be reported as liabilities in the balance sheet. Depending on the type of financial instrument, it
will be accounted for at either fair value or the present value of future cash flows determined at.each balance sheet
date with the change in that value reported as interest expense in the statement of operations. Prior to the application
of Statement No. 150, either those financial instruments were not required to be recognized or, if recognized, were
reporied in the balance sheet as equity and changes in the value of those instruments were normally not recoghized
in net income. This Statement is currently effective for public companies and non-public companies required to file
financial statements with the Securities and £xchange-Commission (“SEC”). The effective date for non-public
companies has been delayed for fiscal years commencing after December 15, 2003.

On February 19, 2004, the SEC issued a No-Action Letter stating that the SEC will not recommend enforcement
action of a broker-dealer that is a non-public entity, in calculating net capital under SEC Rule 15¢3-1, if such broker-
dealer adds to its regulatory net worth the carrying value of mandatorily redeemable financial instruments that SFAS
No. 150 excludes from the firm's equity, in accordance with generally accepted accounting principles. The Company
has filed for the relief under the No-Action Letter with its Designated Examining Authority. The relief granted under
the No-Action Letter is temporary and is available only during the first fiscal year beginning afier December 15, 2003.
With the commencement of the fiscal year beginning after December 15, 2004, the effects of any redlassification of
mandatorily redeemable financial instruments will flow through, without adjustment, to the computation of net capital.
The Company’s management is currently reviewing this matter and has not yet-determined the impact on its financial
position, results of operations, and regulatory net-capital.



Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 2. Assets Segregated or Held in Separate Accounts Under Federal and Other Regulations

The Company is required under the Commodity Exchange Act (the Act) to account for and segregate all customer
assets, as defined by the Act, in connection with transactions in regulated commodities. At August 31, 2004, the
Company was in compliance with the segregation requirements of the Act and had segregated funds totaling
$9,011,000 in excess of the required amounts.

At August 31, 2004, assets segregated or held in separate accounts under regulations mcluded in the statement of
financial condition are as foliows:

Cash $ 1,074,000
Securities purchased under agreements to resell 140,417,000
Deposits with exchange clearing organizations 36,000
Receivable from clearing organizations 2,470,000

Total $ 143,997,000

Note 3. Deposits with Exchange Clearing Organizations
At August 31, 2004, deposits with exchange clearing organizations are as follows:

Cash $ 24,378,000
U.S. Govemment obligations 46,682,000

Stock in.exchange clearing organizations
at cost (quoted value $29,000) . 29,000
Total $ 71,089,000

At August 31, 2004, included in securities purchased under agreements to resell are amounts on deposit at exchange
clearing organizations totaling $458,414,000.

Note 4. Receivables from and Payables to Customers

Receivables from and payables to customers represent balances arising in connection with commodities transactions,
including gains and losses on open commodity futures contracts. Customer-owned securities held by the Company
and the net value of customers’ options on futures positions are not refiected in the statement of financial condition. A
portion of these securities have been deposited as margin with exchange clearing organizations.



Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 5. Investments in énd Receivables from and Payables to Brokers, Dealers and Clearing

Organizations

As of August 31, 2004, the components of investments in and receivables from and payables to brokers, dealers and

clearing organizations are as follows:

Receivable Payable
Securities failed-to-deliverireceive L3 64,000 § 2,292,000
Receivable/payable to clearing organizations 129,128,000 2,707,000
Receivable/payable to brokers and dealers 257,268,000 539,227,000
Subordinated debt receivables 24,550,000 -
Investments in brokers and dealers 4,550,000 -
Totals § 415,560,000 § 544,226,000

The subordinated debt receivables represent approved subordinated lendings to brokers and dealers that.earn
interest at market related floating rates, mature at various dates up to July 31, 2007 and are coliateralized by cash
and securities owned in the respective brokers' and dealers' trading accounts. The amount shown is net of an

allowance for doubtful accounts of $14,904,000.

A certain broker and dealer is an affiliate of the Company. At August 31, 2004, the investment in and amounts
receivable from and payable to such affiliate, which are included in Investments in and Receivables fromand

Payables to brokers and dealers are as follows:

Receivable Payable
Receivable/payable to brokers and dealers $ 3000000 $ 19,722,000
Subordinated debt receivables 7,200,000 -
Investments in brokers and dealers 3,000,000 -
Totals , $ 13,200,000 $ 19,722,000

The subordinated debt receivable is net of an allowance for doubtful accounts of $5,300,000.

The $3,000,000 receivable from brokers and dealers represent a note receivable that was due to mature on

October 14, 2004. The-Company extended the term of this note to mature on April 16, 2005.




Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 6. Liabilities Subordinated to the Claims of General Creditors

As of August 31, 2004, the Company has $95,726,000 in borrowings subordinated to the claims of general creditors,
which consist of the following:

Banks
Senior syndicated subordinated loan, due June 30, 2005 $ 40,000,000
Affiliates '
Secured demand note collateral agreement, due July 1, 2005 400,000
Subordinated loan, due February 1, 2006 800,000
Subordinated loan, due June 30, 2006 2,000,000
Subordinated loan, due January 1, 2007 : 39,771,000
Subordinated ioan, due July 1, 2007 12,755,000

Total $ 95,726,000

The interest rates for all subordinated borrowings are of a market related fixed or floating rate. As of August 31,
2004, interest payable to the affiliates on the subordinated borrowings amounted to $4,120,000.

The subordinated borrowings are available in computing net capital under the Securities and Exchange-Commission's
{SEC's) uniferm net capital rule. To the extent that such borrowings are required for the Company's continued
compliance with minimum net capital requirements, they may not be repaid. All subordinated loan facilities require
the Company to satisfy certain financial reporting and other covenants, including the maintenance of certain levels of
tangible net worth and regulatory net capital, as defined.

Note 7. Preferred Stock

The preferred stock is nonvoting and ranks prior to the common stockholders on liquidation to the extent of the capital
contribution and any cumulative unpaid dividends. Dividends are cumulative and are determined by reference to a
market related floating rate of interest. The preferred stock is redeemable at the option of either the Company or the
preference stockholder.

Note 8. Net Capital Requirements

The Company is subject to the Securities and Exchange-Commission Uniform Net Capital Rule (SEC rule 15¢3-1)
and CFTC Regulation 1.17, which require the maintenance of minimum net capital. The-Company has elected to use
the altemative method permitted by the rule, which requires that the Company maintain minimum net capital, as
defined, equal to the greater of $250,000 or 2 percent of aggregate debit balances arising from customer transac-
tions, as defined, or 4 percent of amounts required to be segregated under Regulation 1.17 of the Commaodity
Exchange Act. At August 31, 2004, the-Company had net capital of $50,644,000, which was $49,015,000 in excess
of its required net capital of $1,629,000.

In addition to the net capital requirements noted above, the Company is subject to net capital requirements imposed
by certain of the exchange and<learing organizations to which the Company is a member. As of August 31, 2004,
the Company is in compliance with all-such requirements.



Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 9. Commitments and Guarantees

The Company leases office space and certain equipment under operating leases. Leases for office facilities are
subject to escalation factors based on the operating experience of the lessor. At August 31, 2004, future minimum
lease payments under noncancelable operating leases with terms in excess of one year are as follows:

August 31
2005 . $ 4,584,000
2006 4,013,000
2007 3,721,000
2008 1,062,000
2009 1,092,000
Thereafter 1,694,000
Total minimum lease payments $ 16,166,000

In addition to the commitments above, the Company is contractually committed for services through April 7, 2007 for
amounts totaling $1,485,000. These contractual commitments can be terminated by the Company at any time at an
amount as defined in the agreements. '

At August 31, 2004, the Company has $11,980,000 in letters of credit issued by a bank which satisfy the Options
Clearing Corporation’s margin requirements. This letter of credit is collateralized by broker-dealer customer-securities
having an approximate market value of $14,975,000.

The Company has guaranteed bank loans of approximately $1,203,000 for customers who are members of
exchanges. Such loans are collateralized by exchange memberships.

As a member of securities and commodities clearinghouses and exchanges, the Company guarantees the
performance of other members. If another member is unable to satisfy its obligations to the clearinghouse, the
Company may be required to meet a portion of any shortfall, which could exceed the financial assets that the
Company has posted as collateral. The:Company has not experienced any iosses from such guarantees and,
therefore, no contingent liability is reflected on the statement of financial condition for these transactions.

Note 10.  Benefit Plan

The Company has a defined-contribution Retirement Savings Plan available to all employees. Atits discretion, the
Company may match contributions of its employees.



Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 11. Income Taxes

The Company is included in the consolidated income tax return filed by its Parent. Income taxes are calculated as if
the Company filed a separate income tax return.

The Company has a deferred tax asset in the amount of $3,971,000 (included in other assets on the statement of
financial condition) arising primarily from net operating losses and a deferred tax liability in the amount of $1,855,000
arising primarily from depreciation of property and equipment.

At August 31, 2004, the Company has a net operating loss for federal income tax purposes of approximately
$7,300,000 which is available to offset future taxable income, if any, of the consolidated group for fiscal years ending
in 2004 through 2024.

Note 12.  Related Party Transactions

The preferred stockholders are also broker-dealer customers that are cleared by the-Company at comparable rates to
non-investor broker-dealer customers with similar volumes and financing opportunities. Income is derived from
financing and clearing the transactions of these preferred stockholders.

At August 31, 2004, included in other assets are amounts due from employees and officers of $2,723,000.

Note 13. Financial Instruments with Off-Balance-Sheet Risk

In the normal course of business, the <Company's activities involve the execution, settiement, and financing of various
securities transactions. These activities may expose the Company to off-balance-sheet risk in the event a broker-
dealer customer or other counterparty is unable to fulfill its contracted obligations.

A portion of the Company's broker-dealer customer activity involves the sale of securities not yet purchased and
writing of option contracts through margin accounts. Such transactions may expose the Company to significant off-
balance-sheet risk in the event collateral is not sufficient to cover losses which broker-dealer customers may incur
upon significant market changes.




Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 13.  Financial Instruments with Off-Balance-Sheet Risk (continued)

The Company's customer commodities activities are transacted on either a cash or margin basis. In margin
transactions, the Company extends credit to its customers, subject to various regulatory and internal margin
requirements, collateralized by cash and securities in the customers’ accounts. In connection with these activities,
the Company executes and clears customers’ transactions involving the sale of securities not yet purchased,
substantially all of which are transacted on a margin basis subject to individual exchange regulations. Such
transactions may expose the-Company to significant off-balance sheet risk in the event margin deposits are not
sufficient to fully cover losses that customers may incur. In the event the customer fails to satisfy its obligations, the
Company may be required o purchase or sell financial instruments at prevailing market prices fo fulfill the customer's
obligations.

The Company seeks to control the risks associated with its customer activities by requiring customers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels daily and, pursuant to such guidelines, requires the customer to deposit additional coliateral, or to
reduce positions, when necessary.

The Company's financing and securities settlement activities may require the Company to pledge securities as
collateral for bank loans, securities lending transactions and letters of credit to satisfy settlements and margin
requirements at various clearing organizations. In the event a counterparty is unable to meet its contracted obligation
{o retum securities pledged as coliateral, the Company may be exposed to the risk of acquiring the securities at
prevailing market prices. The Company controls this risk by monitoring the market value of securities pledged-daily
and by requiring adjustments of collateral levels in the event of excess market exposure.

The Company contrals off-balance sheet risk by monitoring the market value and marking to market securities on a
daily basis and by requiring adjustments of collateraf levels in accordance with industry regulations and intemal
policies. The-Company establishes credit limits for margin trading and monitors compliance with the applicable limits
on a daily basis. Securities collateralizing broker-dealer customer accounts are held at depository institutions or other
broker-dealer counterparties. ’

Concentrations of Credit Risk

The Company maintains margin accounts for its broker-dealer customers. As a securities broker-dealer, substantial
portions of the Company's transactions are collateralized. The Company's exposure to credit risk associated with
nonperformance in fuffilling contractual obligations pursuant to-securities transactions can be impaired by broker-
dealer customers’ and/or counterparties' ability to satisfy their obligations to the Company. The-Company controls its
exposure to credit risk by continually monitoring its counterparties’ positions, and where deemed necessary, the
Company may require a deposit of additional collateral and/or a reduction or diversification of positions.

Additionally, the<Company is engaged in various financing activities in which counterparties primarily include brokers-
dealers, banks and other financial institutions. in the event counterparties do not fulfill their obligations, the-Company
may be exposed to risk. The risk of default depends on the credit worthiness of the counterparty. It is the policy of
the:Company 1o review, as necessary, the credit standing of.each counterparty.

The Company maintains its-cash deposits with various financial institutions. -On oscasion, these deposits will exceed
the maximum insurance level provided by the Federal Deposit Insurance<Corporation.
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Pax Clearing Corporation

Notes to Statement of Financial Condition

Note 13.  Financial Instruments with Off-Balance-Sheet Risk {continued)
Market Risk

Market risk arises due to fluctuations in interest rates and market prices that may result inchanges in the values of
trading instruments. The Company manages its exposure to market risk resulting from trading activities through its
risk management function. Risk reports are produced and reviewed daily by management. These reports provide a
summary of accounts not meeting minimum equity requirements, accounts which possess a concentration within a
single security or series of securities, and accounts whose equity will fall below the Company’s minimum

requirements given a valuation change in the respective broker-dealer custorner's investment portfolio.. The Company
may require a deposit of additional collateral and/or a reduction or diversification of positions.

Note 14. Fair Value of Financial Instruments

The Company believes that the camying amount of its financial instruments is a reasonable estimate of fair value.
Assets, including cash, securities borrowed, receivables from brokers, dealers and clearing organizations, deposits at
clearing organizations, and other receivables are carried at fair value or contracted amounts which approximate fair
value. Similarly, liabilities including payables to brokers, dealers and clearing organizations, short-term borrowings
from banks, securities loaned, and other payables are carried at amounts approximating fair value.

Securities owned are carried at fair value. Fair value for these instrumients is estimated using available market
quotations for traded instruments. Market quotations for traded instruments are obtained from various sources,
including the major securities exchanges and dealers.

The estimated fair value of the Company's liabilities subordinated to the claims of general creditors approximates their
carrying value. ‘

Note 15.  Subsequent£vent

On October 14, 2004, the-Company entered into a temporary subordinated loan agreement with a bank in the amount
of $10,000,000. The loan is scheduled to mature on November-28, 2004 and bears interest at a market related
floating rate.

ik




Pax Ciearing Corporation

Computation of Net Capital Pursuant to Rule 15¢3-1

August 31, 2004 Schedule |
Total stockholders' equity $ 71,685,000
Add:
Liabilities subordinated to the claims of general creditors ,
allowable in computation of net capital 95,726,000
Deferred income tax iability 1,855,000
Other (deductions) or allowable credits 661,000
Total capital and allowable subordinated liabilities 169,927,000

Deductions and/or charges: :
Nonallowable assets from statement of financial condition:

Investments in and receivables from brokers, dealers and clearing organizations $ 8,638,000
interest and dividends receivable 182,000
Memberships and stock in exchange clearing organizations - at cost 4,670,000
Furniture, equipment and leasehold improvements 18,306,000
Other assets : 13,171,000
44,967,000
Aged fail-to-deliver ; 9,000
Stock loan/stock borrow deficit 11,000
4% short option value charge 490,000
Reverse repurchase deductions ‘ 6,810,000
Subordinated debt receivables from broker-dealers ’ 24,550,000
Deductions for accounts carried under rule 15¢3-1(¢)(2)(x) 42,012,000

Total deductions and/or charges 118,849,000

Net capital before haircuts on proprietary positions 51,078,000

Haircuts on proprietary positions 434,000

Net capital . 50,644,000

Minimum net capital requirement 1,629,000

Excess net capital $ 49,015,000

Statement pursuant to Paragraph (d) (4) of Rule 17a-5

There are no material differences between the amounts presented in the computation of net capital set

forth above and the amount reported in the Company's corresponding unaudited Part II-A FOCUS report as of
August 31, 2004, dated September 24, 2004.
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Pax Clearing Corporation

Computation of CFTC Minimum Net Capital Requirement

Schedule Il

August 31, 2004
Amount required to be segregated
or set aside in separate accounts for
customer pursuant to CEAct and regulations $ 69,061,000
U.S. futures & options
Dealer options .
Foreign futures & options

69,061,000
Deduction for open long U.S. and
foreign options in customers’ account
Value of long options 41,090,000
Less amount exceeding the net
liquidating equity in customers’ accounts (12,765,000)
Net deduction for open long customer options 28,325,000

Amount subject to 4% net capital factor

Minimum CFTC Net Capital Requirement

13

$ 40,736,000

$ 1,629,000




Pax Clearing Corporation

Computation for Determination of Reserve Requirements for
Broker-Dealers Pursuant to Rule 15¢3-3
August 31, 2004 ' Schedule lll

None
The Company does not carry customer accounts.
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Pax Clearing Corporation’

Information Relating to the Possession or Control Requirements
for Broker-Dealers Pursuant to Rule 15¢3-3
August 31, 2004

Schedule IV

1 Customers' fully paid securities and excess margin securities not in the respondent's
possession or control have been issued as of the report date (for which instructions
to reduce to possession or control have been issued as of the report date), but for
which the required action was not taken by respondent within the time frames specified
under rule 15¢3-3.

Market value
Number of items

2 Customers’ fully paid securities and excess margin securities for which instructions
to reduce to possession or control had not been issued as of the report date,
excluding items arising from "temporary lags which result from normal business
operations,” as permitted under rule 15¢3-3.

Market value

Number of items

15
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NONE

NONE
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Pax Clearing Corporation

Computation for Determination of Proprietary Accounts of Introducing
Brokers Reserve Requirements for Broker-Dealers Pursuant to Rule 15¢3-3

August 31, 2004 Schedule V
Credit Balances
Free credit balances and other credit balances in proprietary
accounts of introducing brokers (PAIB) $ 534,555,000
Monies borrowed collateralized by securities for PAIB 11,960,000
Monies payable against PAIB securities loaned 1,245,546,000
PAIB's securities failed to receive 2:292,000
Credit balances in firm accounts which are attributable to principal sales to PAIB -
Other payables 210,000
Tota! PAIB<Credits 1,794,563,000
Debit Balances
Debit balances in PAIB excluding unsecured accounts and
accounts doubfful of collection 256,334,000

Securities borrowed to effectuate short sales by PAIB and
securities borrowed to make delivery on PAIB securities
failed to deliver
Failed to deliver of PAIB securities not older than 30 calendar days
Margin required and on deposit with clearing organizations

Total PAIB Debits

Reserve Computation
Excess of total PAIB debits over total PAIB credits

PAIB Reserve Requirement

1,081,074,000
116,934,000
409,458,000

1,863,800,000

$ 69,237,000

NONE

Note: There are no material differences between the above computation and the Company's comesponding unaudited

Part II-A Focus report as of August 31, 2004, dated September 24, 2004.
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Pax Clearing Corporation

Statement of Segregation Requirements and Funds in Segregation
for Customers Trading on U.S. Commodity Exchanges

August 31, 2004 Schedule VI
Segregation Requirements
Net ledger balance
Cash $ 150,180,000
Securities (at market) _ 50,000
Net unrealized profit (loss) in open futures contracts traded on a contract market (15,288,000)
Exchange traded options
Market value of open option contracts purchased on a contract market 394,804,000
Market value of open option contracts granted {sold) on a contract market £460,779,000)
Net equity (deficit) $8,967,000
Accounts liquidating to a deficit and accounts with
debit balances - gross amount 94,000
Less: amount offset against U.S. Treasury obligations
owned by particular customers - 94,000
Amount required to be segregated $ 69,061,000
Funds In Segregated Accounts
Deposited in segregated funds bank accounts
Cash $ 1,074,000
Securities representing investments of customers' funds (at market) 25,501,000
Securities heid for particular customers or option customers in lieu of cash
(at market)
Margins on deposit with clearing organizations of contract markets
Cash 36,000
Securities representing investments of customers' funds {at market) 114,816,000
Securities held for particular customers or option customers in lieu of cash
(at market) 50,000
Net settlement from (to) clearing organizations of contract markets 2,470,000
Exchange traded options
Value of open long option contracts 394,804,000
Value of open short option contracts {460,779,000)
Net equities with other FCMs
Net liquidating equity -
Securities representing investments of customers' funds.(at market) -
Securities held for particular customers or option customers in lieu of cash
(at market) -
Segregated funds on hand -
Total amount in segregation 78,072,000
Excess (deficiency) funds in segregation $ 9011000

Note: There are no material differences between the above compuation and the-Company's corresponding unaudited

Part Il-A Focus report as of August 31, 2004, dated September 24, 2004.

17




Pax Clearing Corporation

Statement of Segregation Requirements and Funds
in Segregation for Customers' Dealer Options Accounts
August 31, 2004 Schedule Vil

The Company does not carry customers’ secured amounts for foreign futures and foreign options accounts as defined
by the Commodity Exchange Act Regulation 32.6. Therefore, the Company is exempt from the provisions of
Regulation 32.6.
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Pax Clearing Corporation

Statement of Secured Amounts and Funds Held in Separate Accounts

for Foreign Futures and Options Customers Pursuant to

Commission Regulation 30.7

August 31, 2004 Schedule Vill

The Company does not carry customers' dealer option accounts as defined by the Commodity Exchange Act
Regulation 30.7. Therefore, the Company is exempt from the provisions of Regulation 30.7.
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McGladrey & Pullen

Certified Public Accountanis

Pax Clearing Corporation

Balance Sheet
August 31, 2004

LS

{Filed pursu%nt to Rule 17a-5(e) under the
‘Securities Exchange Act of 1934.)

McGladrey & Pullen, LLP is @ member firm of RSM International -
an afftiation of separate and independent legal entities.




